
 

History of Child Welfare Treatment Services 
Paid by the Medical Assistance Program 

ISSUE 

This is a review of the Rehabilitative Treatment and Support (RTS) services currently 
included in the Medical Assistance Program for Medicaid eligible children.  The current draft 
Request for Proposal (RFP) for the Integrated Access Plan issued by the Department of 
Human Services (DHS) and the Department of Public Health proposes inclusion of these 
services in a mental health and substance abuse managed care contract. 

AFFECTED AGENCIES 

Department of Human Services 
Department of Public Health 

CODE AUTHORITY 

Chapter 1241, Section 11, 1992 Iowa Acts 
Chapter 172, Sections 11 (1) and (3), 1993 Iowa Acts 

BACKGROUND 

Rehabilitative Treatment and Support Services 

In 1993, the State of Iowa initiated a process to maximize federal financial reimbursement for 
child welfare and juvenile justice services, by distinguishing the treatment portion of certain 
child welfare services from the supervision and maintenance portion of those services.  This 
process sought Medicaid match, under the rehabilitative services option, for treatment 
services provided through four programs: 

• Family Centered Services 
• Family Preservation 
• Family Foster Care 
• Group Foster Care  

 
The inclusion of Rehabilitative Treatment and Support (RTS) services in the Medicaid 
Program produced approximately $94.0 million in additional federal funds to Iowa since 1993.  
Iowa is one of many states to include payment for Rehabilitative Treatment and Support 
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(RTS)  services in the Medicaid Program.  As additional background information, Appendix 1 
details caseloads of various services provided in the child welfare and juvenile justice system, 
including Family and Group Foster Care. 
 
Medicaid Federal Requirements 

As a part of the rehabilitative services option, the State was obligated to comply with specific 
federal requirements that did not exist when the State assumed payment responsibility:  

1. Determination of rehabilitative need by a “licensed practitioner of the healing arts”, which Iowa achieves 
through the Clinical Assessment and Consultation Teams (CACT).  This provision is also referred to as 
determination of medical necessity. 

2. Service provision must be directed to a specific Medicaid-eligible child.  Services can be provided to the 
family if directed specifically to the child’s medical/remedial needs while general parenting skills or other 
treatment to address a parent’s need is not reimbursable.  

3. Services must meet the basic medical/remedial requirements of the Medicaid Program and be 
rehabilitative rather than habilitative (a skill must first be attained, then lost in order to qualify as 
rehabilitative.)  

4. Services were required to be appropriately documented in provider records. 

 
Rehabilitative Treatment and Support (RTS) State Plan 

Iowa included detailed service definitions in the State’s Title XIX Plan.  The Plan defines the State’s 
application of the Medicaid Program to Rehabilitative Treatment and Support (RTS)  service 
provision in Iowa, and forms the rules upon which Iowa may be audited by the federal government.  
Many states including child welfare and juvenile justice services in Medicaid have service definitions 
that are less detailed.  Iowa’s DHS chose to submit a more detailed Plan as protection from federal 
challenges.  The Plan definitions were a factor in the initial federal Health Care Financing 
Administration (HCFA) Program Review and provided a basis for maintaining federal 
reimbursement for skill building services, since HCFA approved the inclusion of these services in 
the Plan in 1993.  
 
HCFA Program Review 

In June 1994, the regional office of the HCFA initiated a program review of Iowa’s system, which 
included some individual records review.  The purpose of the review was to evaluate delivery of 
Rehabilitative Treatment and Support (RTS) services to ensure that: 

• Only Medicaid-eligible children received the services 
• The services were medical or remedial in nature  
• The “medically necessary” standard was applied to service delivery 
• Provided services were documented properly 

 
The review was not as stringent or diligent as a financial audit.  The HCFA conclusion, reported in 
July 1995, was that some of the provided services, although of benefit to families, would not be 
eligible for Medicaid reimbursement under Iowa’s Title XIX Plan.  This determination was in part 
due to the manner in which providers reported services, in part due to provision of services to 
persons who were not Medicaid eligible, and in part due to provision of some ineligible services.  
Based on the 1995 review, HCFA requested a $1.8 million disallowance from the DHS for the 
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quarter covered by the review.  The disallowance was lifted based upon a plan of correction 
implemented by the Department.  If extrapolated to an entire year and assuming no impact from 
the plan of correction, the annual fiscal impact would have been $7.2 million.  It is impossible to 
determine, without a specific and comprehensive review of Department and provider records, if this 
fiscal estimate would apply to current service delivery.  
 
Managed Care of Behavioral Health Services 

In 1994, Iowa issued a managed care contract for behavioral health services under a federal 
“freedom of choice” waiver, which allows a state to require Medicaid beneficiaries to receive 
services through a managed care organization.  Inherent in the waiver is the right to create a much 
more flexible set of services and financing.  All mental health services funded for Medicaid 
beneficiaries, with the exception of Psychiatric Medical Institutions for Children (PMICs), were 
included in the Iowa Mental Health Access Plan (MHAP) implemented in March 1995.  A similar 
plan for substance abuse services was implemented in September 1995.  Medicaid beneficiaries 
under the age of 65 receive mental health and substance abuse services through these two Plans.  
Children receiving Rehabilitative Treatment and Support (RTS) services are enrolled in the Plans 
and subsequently receive mental health and substance abuse treatment.    
 
The Medicaid managed mental health care plan, and the Medicaid portion of the managed 
substance abuse care plan, are both operated in a capitated at-risk environment.  The contractors 
receive a designated amount of money each month per enrollee, regardless of whether the enrollee 
receives services.  In both the mental health and substance abuse managed care plans, the 
amount of the capitation payment for an individual varies according to their eligibility category.  
Based on historical fee-for-service expenditures, different capitation rates were developed by an 
actuarial firm for five categories of Medicaid beneficiaries: 

• Family Investment Plan (FIP) eligibles under 19 years of age 

• FIP eligibles ages 19-64 

• Supplemental Security Income (SSI) eligibles under 19 years of age 

• SSI eligibles ages 19-64 

• Adults ages 19-64 dually eligible for Medicaid and Medicare 
The amount of capitation received by the contractors varies each month according to the number of 
persons enrolled for that month and the eligibility categories into which the enrollees fall.  The 
mental health and substance abuse contractors use those capitation payments to reimburse 
providers for services provided to enrollees accessing care.  The contractors are required to pay for 
all services needed by all enrollees, even if the service costs exceed the capitation payments 
received.  In a risk-bearing contract, the State and federal government are assured that the cost for 
each enrollee will not exceed the amount of the monthly capitation payment.  The capitated 
payment includes funds for both services and administrative costs borne by the contractor. 
 
Managed Care Expenditures 

The Mental Health Access Plan (MHAP) is anticipated to expend $48.0 million in Medicaid 
appropriations (combined state and federal funds) for FY 1998.  Approximately one-third of the total 
expenditure will provide services for Medicaid eligible children.  The Medicaid portion of the Iowa 
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Managed Substance Abuse Care Plan (IMSACP) will total an estimated $8.0 million.  It is unknown 
at this time what portion of the $8.0 million will be spent on services for children.    
 
Psychiatric Medical Institutions for Children (PMICs) 

Not included in current behavioral health services are the Psychiatric Medical Institutions for 
Children (PMICs).  Currently, the State spends an estimated $16.0-$18.0 million in providing PMIC 
services, and an additional $4.0-$6.0 million providing ancillary services to children while in PMICs.  
A significant portion of the additional service cost is for inpatient care. 
 

CURRENT SITUATION 

Integrated Access Plan Issues  

There are a variety of issues involved in the current debate over the Integrated Access Plan.  Some 
of the major areas of discussion since release of the second draft RFP include: 

• A possible federal financial audit and the potential resulting loss of federal funds for 
treatment services, if any, found to be ineligible for Medicaid match. 

• Inflexibility with respect to current rehabilitation treatment services (the restrictions which 
currently apply to service provision included in the State plan.)  

• The lack of integration between behavior health services and child welfare/juvenile justice 
services, including existing incentives for cost-shift among entities responsible for payment.   

• The value of community-based decision-making and impact on service design and delivery, 
particularly the impact on the efforts of decategorization at the county level. 

 
The second draft of the Integrated Access Plan addresses these issues, but raises questions 
particularly since the level of detail in a draft RFP leaves room for negotiation with the bidder 
eventually awarded the contract.  As written, the draft neither includes nor excludes services for 
families as a group, as opposed to services for individual eligible clients.  The impact upon 
decategorization and community-based decision-making is also unknown. 
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Training Efforts  

Since the HCFA review, key personnel including Clinical Assessment and Consultation Team 
(CACT) members and social workers have been trained to properly categorize Rehabilitative 
Treatment and Support (RTS) services.  Subsequent to training, it is unknown how many 
Rehabilitative Treatment and Support (RTS) services currently provided are not eligible for 
Medicaid funds, but representatives from HCFA and from the DHS agree that some ineligible 
services are potentially still provided. 
 
Potential Audit and Subsequent Decrease of Federal Funds 

If HCFA requires a financial audit, a detailed review of documents might reveal the inappropriate 
use of federal Medicaid funds for services not specifically included in the federal regulations.  The 
HCFA would then have the authority to ask for reimbursement of the improperly allocated federal 
funds (a disallowance or return of funds previously spent.)  The audit would also reduce the annual 
estimate of federal Medicaid funds available for Rehabilitative Treatment and Support (RTS) 
services by a like amount in the future.  According to the DHS, the likely range of impact is between 
$2.0 and $8.0 million annually. 
 
HCFA Recommends Managed Care 

Representatives from HCFA believe the DHS has made a good faith effort to correct deficiencies 
found in the 1995 review.  However, HCFA also believes that expenditures continue which would 
not be allowable if audited.  The HCFA regional representative has also indicated that, should Iowa 
incorporate these child welfare/juvenile justice services within an Integrated Access Plan, the 
concerns requiring an audit would no longer exist.  The HCFA would allow the DHS to base the 
capitation payment upon expenditure history since implementation of the plan of correction.  The 
concerns expressed in the 1995 HCFA review would be addressed to HCFA’s satisfaction under a 
managed care waiver, because: 

• The HCFA allows reimbursable services to be defined and determined by the State and the 
contractor so long as access to services covered in the Medicaid State Plan is maintained. 

• The HCFA changes oversight to focus on access to appropriate services and quality 
assurance, no longer focusing on documentation, service definitions, or rehabilitative need. 

• Inclusion of Rehabilitative Treatment and Support (RTS) services in the Integrated Access 
Plan consolidates the Medicaid funding stream, removing HCFA concerns about 
duplication, overlap, and coordination between Medicaid-funded programs. 

 
Timetable for Decision Making 

A specific timetable has not been established concerning implementation of managed care or when 
HCFA might initiate a financial audit absent inclusion of Rehabilitative Treatment and Support 
(RTS) services in managed care.  Several discussions including the DHS, HCFA, and legislators or 
staff have suggested a three to six month window for decision-making, provided that HCFA is 
assured of Iowa’s commitment to the managed care provision of the treatment portion of child 
welfare services for Medicaid-eligible clients.  Any such audit is subject to State appeal and 
negotiation.   
 
Federal IV-E Funding 
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The issue of Title IV-E federal funding, as it relates to Rehabilitative Treatment and Support (RTS) 
services, has relevance for policy makers.  The federal government matches state funds for the 
“maintenance” (room and board) costs for FIP-eligible children in out-of-home care through Title IV-
E funding.  Total expenditures, including State and federal funds, have averaged $16.4 million 
annually for Iowa’s foster care system over the last three years.  The federal funds match State 
expenditures and are considered an entitlement.  Many of the children receiving Rehabilitative 
Treatment and Support (RTS) services under Medicaid also receive Title IV-E funding.  If a child 
leaves an out-of-home placement, Title IV-E funds no longer may be accessed for aftercare 
services.  There is some safeguard in the draft RFP, requiring that a contractor must honor court 
orders for out-of-home child welfare and juvenile justice placements.  If the State seeks to develop 
a more integrated system, the relationship of Rehabilitative Treatment and Support (RTS) services 
and Title IV-E funding should be examined.  Currently, the federal government is authorized to 
provide waivers to a small number of states regarding Title IV-E funding, which would be a potential 
option for Iowa. 
 
Work Group Appointed 

The Child Welfare Services Work Group of various stakeholders in the child welfare and juvenile 
justice service system has been appointed by Legislative Leadership to consider the various 
options and make recommendations concerning inclusion of Rehabilitative Treatment and Support 
(RTS) services in the Integrated Access Plan, and other recommendations for future service 
delivery.  A letter sent to the members, including a suggested goal and principles for decision 
making, a meeting agenda, and a list of the Work Group members is included in Appendix 2.   

ALTERNATIVES 

There are a variety of options the State can pursue to change the current service system to 
address concerns.  Many options would require waivers from the federal Department of Health and 
Human Services (either through the Health Care Financing Administration for Medicaid, or through 
the Administration on Children, Youth, and Families for Title IV-E, or both).  Following are some 
options available to the State which may be considered by the Work Group: 
 
1. Continue Rehabilitative Treatment and Support (RTS) services under Medicaid Fee-for-

Service.  Continue to administer Rehabilitative Treatment and Support (RTS) services 
separately from the managed care contract, seeking to address federal concerns and exploring 
the options to reduce paperwork and administrative costs and increased service flexibility.  
Exact budget impact is unknown, but is estimated to be a decrease in federal funds in a range 
of $2.0-$8.0 million. 

2. Maintain Rehabilitative Treatment and Support (RTS) services in the Integrated Access 
Plan.  Refine the second draft RFP with child welfare and juvenile justice services included as 
part of the Plan.  Budget impact must consider weighing the administrative costs specified in 
the contract, not to exceed 15.0% in the draft RFP, potential loss of federal funds should 
Rehabilitative Treatment and Support (RTS) services not be included in the Plan, and potential 
administrative and cost-shift savings due to integration of services. 

3. Managed Care for Rehabilitative Treatment and Support (RTS) services distinct from the 
Integrated Access Plan.  The State could seek a freedom of choice (1915b) Medicaid waiver 
to cover Rehabilitative Treatment and Support (RTS) services, either managing those services 
directly, through a quasi-public entity, through a single managed care provider, or through a 
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number of managed care providers (and potentially through decategorization or other local 
governing boards).  Budget impact is unknown at this time. 

4. Managed Care for the Entire Child Welfare/Juvenile Justice System.  Iowa could seek to 
establish an integrated behavioral health and child welfare/juvenile justice managed care 
structure, with an overall capitation on State and federal funding, either managing those 
services directly, through a quasi-public entity designed for that purpose, through a single 
managed care provider, through decategorization of other local governing boards, or through a 
managed care contract.  Budget impact is unknown at this time. 

5. Title IV-E Waiver.  Restructure the full range of child welfare services through a IV-E waiver 
(federal foster care funds) and a freedom of choice (1915b) Medicaid Waiver.  Recent federal 
legislation (passed during the week of November 10, 1997) now authorizes ten new 
demonstration waivers annually through the Year 2002.  The waiver process would most likely 
base federal Title IV-E funds on a specified base year and allow flexibility in services provision, 
specified though a State Plan.  Budget impact is unknown at this time. 

6. Explore Other Options.   The State could seek a new relationship with the federal 
government, as Oregon has done with the Oregon Progress Board, in order to provide 
maximum flexibility in the use of federal funding under Title IV-E and Title XIX (and potentially 
other federal sources) to achieve Iowa’s goals in the child welfare/juvenile justice and 
behavioral health arenas. 

 
STAFF CONTACT:  Margaret Buckton (Ext. 17942)  Deb Anderson (Ext. 16764) 
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